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Abstract 
Credit risk mitigation tool (CRM) is an innovative credit risk management tool that pilot launched by the inter-bank market in 
2010, it stripping and pricing the credit risk of commercial paper, medium-term notes, bank loans and other assets, and 
transferred the risk to other investment, their introduction radically changed the traditional features of credit risk management. 
Through analysis the pricing principle of CRM, draw the main factors of CRM pricing include risk-free interest rate, duration of
CRM, exposure, the probability of default, loss given default and maturity of the underlying bond. CRM Pricing based on the 
financial engineering model- Jarrow-Turnbull, draw the conclusion that the appropriate risk-free interest is the interest rate of
Treasury bill or the central bank bill, the model is suitable and reasonable for CRM pricing which having different term and 
different credit rating. According to the pricing results, Giving CRM pricing optimization solution like improving underlying 
database, exploring the basis of risk-free interest rate, innovation rating system, guiding the market diversification. 
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1. Introduction 
By the end of 2010, the balance of China’s credit bonds b reached 4 trillion RMB. Balance of commercial bank 
loans reached 31.09 trillion, 10 trillion of which go to credit loans. Meanwhile, risks of financial products like bonds 
and loans are changing from single interest risk to two-tier risk structure containing both interest risk and credit risk. 
Because of the scarcity of credit risk management tools, it is difficult for commercial banks and other institutional 
investors to effectively avoid, transfer, hedge risks and optimize resource allocations and therefore reduce systemic 
risks. In this occasion, National Association of Financial Market Institutional Investors (NAFMII) established the 
China Bond Insurance Co. Ltd (CBIC), in 2009, with the purpose of diversifying credit risk management tools for 
the investors, ameliorating credit risk sharing mechanism and avoiding systemic risks. Between 2010 and 2011, 
CBIC created products like “China Bond Agreement I”, “China Bond Agreement II”, “China Bond Agreement III” 
* Corresponding author. Tel.: +0-086-137-86127477; fax: +0-086-88852331. 
E-mail address: 006wumin@163.com 
b. Credit Bond Index Class issued by non-financial enterprises Short-term financing bonds, medium-term notes, corporate bonds, corporate 
bonds and convertible bonds. 
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and “China Bond Agreement IV” c. CBIC thus became one of the forerunners in CRM creation in China’s financial 
market and the biggest market maker. In Oct 2010, NAFMII officially issued the “Guideline for the pilot business of 
Credit Risk Mitigation in Inter-bank Market”, making the official launch of the CRM pilot business.  
The development of CRM pilot business is not smooth, though. From Nov 2010 when CRM was officially traded 
to May 2011, only 9 Credit Risk Mitigation Warrants (CRMW) were issued by the inter-bank market. In April 2011, 
complete cancellation of the CRMW issued in 2010 (HSBC China CRMW001) by HSBC beforehand，further 
worried the business and academics regarding the pilot business of this innovative financial product. 
2. Survey of Research At Home and Abroad 
2.1. Survey of Research Abroad 
Jarrow-Turnbull Credit Risk Pricing Model initially appeared in Robert Jarrow & Stuart Turnbull (1995) [1]. Later 
that model was applied to the calculation of Bond Default Rate and pricing of credit products like Credit Default 
Swaps (CDS). The Basel Committee(1999, 2004) [2] first introduced the concept of Credit Risk Mitigation at the 
beginning of the 20th century, and gave thorough introduction to the technical framework, coverage, mechanism, 
capital charge and information exposure of CRM in documents including “Basel New Capital Accord” and 
“International Convergence on Capital Measurement and Capital Standard: Revised Framework”. Later, by studying 
the relationship between CDS pricing and object bond yield, John Hull, Mirela Predescu, and Alan White(2004) [3]
et all, found that the CDS pricing risk free benchmark interest rate of Canadian CDS falls within the five-year 
average swap interest rate and the interest rate of the treasury. Bringing down the rating of object bond has 
significant influence on default rate and price change, yet downgrading and negatively prospecting its default rate 
and price change doesn’t have a great influence. Christian Weistroffer (2009) [4]，Duquerroy & Gex (2009) [5]，
Rama cont (2010) [6] took the view that CRM provides more effective means of credit management for cost 
containment of commercial banks and liquidity enhancement. It also provides new investment channels for 
institutional investments and helps improve the efficiency and stability of financial systems. Garrett(2009) [7]
pointed out that the advantages of CRM lies in facilitating credit risk transfer and adjustment of balance sheets, 
while its disadvantages lies in the fact that, CRM is basically a zero-sum game, and can only transfer credit risks. 
Inappropriate use of CRM is likely to repeat the tragedies of AIG and Lehman Brothers. Stulz (2010) [8] studied the 
influence of CRM on company and sub prime mortgage, and argued that the fundamental cause of the current 
financial crisis lies in the lack of expectation of investors and financial institutions on asset price fall, as well as the 
excess leverage of financial institutions. CDS, to the contrary, is symptom rather than cause of the crisis.  
2.2. Survey of Research Abroad 
According to the Guideline published by NAFMII (2010), China’s CRM includes Credit Risk Mitigation 
Agreements (CRMA), Credit Risk Mitigation Warrants (CRMW) and other simple, basic credit derivative products 
used to manage credit risks. They are analogues to Credit Default Swap (CDS): (1) CRMA is a kind of financial 
contract accepted by both buyers and sellers. Within a certain period in the future, buyers of credit protection are 
supposed to pay the credit protection fee to credit protection sellers according to agreed on standard and procedures, 
while sellers ought to provide credit risk protection service for buyers with regard to agreed on object debt. (2) 
CRMW is created by institutions outside of object entities, provides credit protection services to holders regarding 
bonds or similar object debt, and can circulate on the market. Up to now, research on CRM in China focuses on 
policy research. Zhai Chenxi (2008) [9] has done theoretical calculation of pricing of CDS products denominated in 
RMB, based on application of Jarrow-Turnbull model in pricing of CDS products.  Shi Wenchao (2011) [10] by 
analyzing the background, implication and institutional arrangements of CRM, explored the construction of the 
c. Contract I(optional credit enhancing instruments), No. II in debt contracts (credit risk mitigation contracts CRMA - is the subject of a loan), 
No. III in debt contracts (credit risk mitigation contracts CRMA - the bonds Subject), the debt contract IV (credit risk mitigation evidence 
CRMW).
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CRM market from the perspectives of institutional framework design, investor buildup, market mechanism and 
external environment construction, credit risk pricing, as well as international comparison of CRM market, etc. 
2.3. Summary 
According to the survey above, research in the area of credit risk mitigation products such as CDS and CRM at 
home and abroad is mostly focused on product design, mitigation effects, capital supervision and risk management, 
etc, and relatively weak on product pricing research.. And the short time since launch of CRM, CRM pricing 
benchmark interest rates are still not perfect, the lack of basic database pricing, pricing models and methods of 
research is still in its infancy, the market players and regulators, many of their problems is not higher recognition . 
Therefore, this article tries to combine the release status of transaction pricing of CRM since CRM launched nearly 
6 months, analyses pricing factors of CRM comprehensively and systematically, and explore the effectiveness of 
Jarrow-Turnbull model on CRM pricing, then put forward optimization measures of CRM pricing. 
3. Analyses on Factors Influencing CRM Pricing 
As Figure 1 shows, CRMA is kind of a financial contract with underlying mechanism like this: buyers of credit 
risk protection, in the attempt to prevent credit events d from happening on the reference entity (object bonds 
carrying credit risks), pay a fixed amount of fees regularly to sellers of credit risk protection. Sellers, in return, 
provide credit risk protection to the buyers with regard to the reference entity in predetermined period of time. By 
means of CRM transaction, both parties can successfully transfer and transform credit risks. CRMW is different 
from CRMA in that it is established by an independent third party, so neither buyers nor sellers need to hold any 
reference entity bonds. 
Credit protection
buyer
underlying bond
Referenced
credit protection
Provider
Pay a fixed fee schedule
Credit event not occur, payment=0
Credit event occurs, pay agreed compensation
Held
Principal
and Interest
Fig. 1. The basic principles of CRMA design 
The underlying mechanism of CRM shows that the theoretical base for CRM pricing is the theory of default 
probability and default loss rate, and is related to indexes like risk exposure of object bonds, default probability, 
default loss rate and terms, etc. From the prospective of market pricing mechanism, the majority of market entities 
rely on existing object bond yield curves, and price using simplified credit interest rate difference methods and 
binary tree methods. Or price by risk-free interest rate discount after adjusting liquidity premium, on the basis of the 
interest rate difference between the yield curve of bonds with same credit rating as CRM object bonds and the yield 
curve of financial bonds or national debt (Shi, Wenchao, 2011) [10]. Meanwhile, according to the interest rate term 
structure theory (Hicks, 1939) [11], the price of long-term CRM is higher than that of short-term CRM due to the 
d. Definition of credit event: “ISDA Master Agreement (2003)” gives a broad definition about credit events, while “NAFMII Master
Agreement (2009)”, “NAFMII Master Agreement (CRMW edition)” only includes five types of credit events: bankruptcy, payment defaults, 
accelerated maturity of debt, debt default and payment change. Currently, credit events are generally determined in CRM local bills by buyers 
and sellers under the master agreement framework.  
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liquidity risk premium of CRM. All in all, major factors influencing CRM pricing include risk-free benchmark 
interest rate, risk exposure of object bond, default probability, default loss rate and terms, as well as CRM terms, and 
so on. 
4. Jarrow-Turnbull Model Pricing 
4.1. Assumptions of Model Pricing 
We now try to measure CRM pricing based on the most basic pricing model of CDS products abroad, i.e. the 
Jarrow-Turnbull binary tree model, and put forward the following assumptions regarding model pricing in 
accordance with the actual case of domestic CRM and object bond market in China. 
First, calculate model indexes based on discount bond. For non-discount bonds, calculate present values 
according to price, nominal rate and term.  
Second, in measuring CRM pricing using short-term financial bond as object bonds, treat the national debt rate 
and central bank note rate of the same period as risk-free yield curve separately. In measuring CRM pricing using 
mid-term notes as object bonds, treat the national debt rate of the same period as risk-free yield curve. 
Third, according to results by Michel Araten, Michael Jacobs et al (2004) [12], Loss Given Default (LGD) average 
for credit bonds and credit personnel is 40.3%, standard error 42.5%. Referring to international assumption data, 
suppose LGD=40%, corresponding recovery coefficient 60%, also suppose the default probabilities of credit bonds 
with terms greater than a year are the same for every year. 
Fourth, suppose that buyers of CRM pay for the CRM fee at the beginning to the year, and transact in cash by the 
end of the year when the credit event is triggered.  
Last, because of the relatively large difference between the issuing interest rate in the primary market of domestic 
credit bond and the trading interest rate in the secondary market, bond yield is measured by weighted yield of the 
secondary market, to reflect the true prices of the market.  
4.2. Analysis of Model Pricing Principle 
 Measuring Default rate of object bond 
As Figure 2 shows, knowing indexes like object bond price, i.e. present value of the bond (PV), Loss Given 
Default (LGD) and risk-free yield (r), and so on, we can estimate the Probability of Default (PD) of bonds of various 
terms. 
Fig. 2. PV Computing Based on Binary Tree Model 
 Measuring the theoretical pricing of CRM 
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Fig. 3. CRM pricing based on Binary Tree model 
As Figure 3 shows, assume that purchasing CRM is equivalent to purchasing a sort of option when measuring the 
theoretical pricing of CRM (i.e. measuring the present value of CRM), and exercise the option when credit events 
occurs. The theoretical pricing of CRM is thus equivalent to the theoretical pricing of CRM of different terms. 
Therefore knowing indexes like LGD, risk-free benchmark interest rate and PD, we can measure the theoretical 
pricing of CRM of different terms. 
4.3. Sample Selection 
Because the transaction data about CRMA issue is not yet released, this paper selects CRMW as research sample. 
As Table 1 shows, up until March 31, 2011, China inter-bank market has issued 9 terms of CRMW, with nominal 
principal of 740 million Yuan. (1) Among them, 6 terms of CRMW select short-term financial bonds as object 
bonds. Terms of basic object bonds are all 1 year, credit rating A-1, entity credit rating includes AA, AA+ and AAA, 
CRMW creation terms no more than a year. Creation prices of CRMW range from 0.23 to 0.51. (2) 3 terms of 
CRMW select MTN as object bonds. Terms of basic object bonds range from 3 to 5 years. Credit ratings of bonds 
are the same as entity credit ratings, include AA+ and AAA. CRMW creation terms range from one to three years. 
Creation prices of CRMW range from 0.3 to 0.87. Overall, the lower the credit rating of object bonds, the longer the 
creation terms of CRMW and the higher the creation prices of CRMW. 
Table 1. Sample of Issued CRMW 
No. CRMW Code 
Issuing
Institution
Creation 
date
Creation Total
Creation 
price
Term 
Bond Credit 
ratings 
Entity Credit
Rating
1 10CBIC-CRMW001 CBIC 2010-11-24 ￥130 million 0.87 1032 days AAA AAA 
2 10CBIC-CRMW002 CBIC 2010-11-24 ￥100 million 0.30 301 days A-1 AAA 
3 10BCOM-CRMW001 BCOM 2010-11-24 ￥50 million 0.35 268 days A-1 AA 
4 10CMBC-CRMW001 CMBC 2010-11-23 ￥200 million 0.23 331 days A-1 AA+ 
5 10CBIC-CRMW003 CBIC 2010-12-31 ￥100 million 0.46 605 days AA+ AA+ 
6 10SPD-CRMW001 SPD 2010-12-30 ￥50 million 0.51 335 days A-1 AA 
7 10CIB-CRMW001 CIB 2010-12-31 ￥50 million 0.30 286 days A-1 AA 
8 10HSBC-CRMW001 HSBC 2010-12-27 ￥10 million 0.30 365 days AAA AAA 
9 11CBIC-CRMW001 CBIC 2011-3-22 ￥50 million 0.30 242 days A-1 AA+ 
Data Source: China Bond Information Network, Bloomberg Database, Data until end of March 2010. 
Remark: 1. creation price unit is every hundred Yuan of nominal principal;  
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4.4. Selection of Benchmark Interest Rate 
Benchmark interest rate selection of CRMW is shown in Table 2, which selects national debt rate, central bank 
note rate and Shanghai Inter-Bank Offer Rate (SHIBOR) of the same term as benchmark interest rate, respectively, 
and calculates the interest rate difference of creation date of bond based on the reference yield of the CRMW start 
date object bond and the benchmark interest rate of the same term, respectively.  
 Transaction interest rate difference of Start Date 
Table 1. CRMW Object Bond 
Benchmark Rate Transaction Rate Difference 
No. Object Bond Bond Type 
Term 
(Years) 
Reference 
Yield National
Debt
Central
Bank
Note
SHIBOR
Rate
Difference 
I
Rate
Difference 
II
Rate
Difference 
III
Creation 
Price
1 10LianTong-MTN2 MTN 3 3.69 2.68 - - 1.01 - - 0.87 
2 10LianTong-CP02 CP 1 3.15 2.15 2.34 3.02 1.00 0.81 0.13 0.30 
3 10TCL-CP01 CP 1 3.69 2.15 2.34 3.02 1.54 1.35 0.67 0.35 
4 10YunTong-CP01 CP 1 3.57 2.15 2.34 3.01 1.42 1.23 0.56 0.23 
5 09QingKong-MTN1 MTN 3 5.10 3.22 - - 1.88 - - 0.46 
6 10ZhenMei-CP01 CP 1 4.40 2.40 2.62 3.62 2.00 1.78 0.78 0.51 
7 10PanGang-CP02 CP 1 4.70 2.40 2.62 3.63 2.30 2.08 1.07 0.30 
8 10ZhongYou-MTN3 MTN 5 4.80 3.22 - - 1.58 - - 0.30 
9 10GanYue-CP03 CP 1 4.18 2.80 3.20 4.67 1.38 0.98 -0.49 0.30 
Source: China Bond Information Network, Bloomberg Database, Data until end of March 2010. 
Remarks: 1. Rate Difference I = reference yield of start date-national debt rate of the same term=,Rate Difference II = start date reference yield-
central bank note rate of the same term, Rate Difference III = reference yield of start date-SHIBOR of the same term.  
According to the Arbitrage Pricing Theory in Ross (1976) [13], multiple factors can be applied to explaining the 
equilibrium pricing of risk assets, i.e. bond reference yield, in short-term financial bond market. According to no 
arbitrage principle, there is a functional relationship between equilibrium yield of risk assets and its multiple 
influential factors. Reference yield of short-term financial bond is mainly composed of risk-free interest rate and 
credit risk premium. Define transaction interest rate difference of shot term financial bond as interest rate difference 
of start date minus risk free benchmark interest rate of same term at start date, and then transaction interest rate 
difference equals the credit risk premium of short-term financial bond. As Table 2 shows, because the terms of MTN 
generally ranges from 3 to 5 years, while the terms of central bank note rate and SHIBOR rate are less than a year, 
i.e. interest rate terms do not match, it cannot be taken as risk-free benchmark rate for MTN. Furthermore, SHIBOR 
rate is significantly higher than that of national debt rate and central bank note rate, and even bond reference yield, 
due to its inherent credit risk of commercial banks, resulting in a negative risk premium. 
Therefore, it is more appropriate for national debt rate and central bank note rate to be used as risk-free interest 
rate, rather than SHIBOR rate, when measuring CRM price.  
4.5. Measurement of Model Pricing 
According to the pricing principles and assumptions of Jarrow-Turnbull model, this article assumes known 
variables include bond present value (PV), risk-free yield (r), Loss Given Default (LGD), selects national debt rate 
and central bank note rate respectively as risk-free interest rate, and calculate the pricing of CRMW sample. 
First, calculate Probability of Default (PD), take 1-year-term credit bond as an example.  
1 1 1
1 1
(1 )*1 *(1 ) 1 *
*100= *100
1 1
t tPD PD LGD PD LGDPV
r r
                            （1）
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For credit bond of 2 to 5 year terms, the formula is as follows: 
1 1
(1 )*1 *(1 ) 1 *
*100 *100
(1 ) (1 )
N N
t t t t t
t t
t tt t
PD PD LGD PD LGD
PV
r r 
                            （2）
Second, calculate the sum of present value of CRM products CRMT . For 1-year-term credit bond:  
1 1 1 1 1
1 1
(1 )*0 * *
*100 *100
1 1CRM
PD PD LGD PD LGD
T
r r
                                        （3）
For credit bond CRMT  of 2 to 5 year terms, the formula is as follows: 
1 1
(1 ) * 0 * *
*100 *100
(1 ) (1 )
N N
t t t t t
CRM t t
t tt t
PD PD LGD PD LGD
T
r r 
                           （4）
Finally, calculate yearly paid CRM value ( CRMA ), i.e. cost of holding the bonds yearly by CRM buyers. For 1-
year-term credit bond, CRMT = CRMA . For 2 to 5 year-term credit bond. 
1
0 (1 )
N
CRM
CRM CRM t
t t
A
T A
r


                （5）
4.6. Analysis of CRM Pricing Results 
 Measurement result of CRMW samples 
Table 3. Price calculation results based on Jarrow-Turnbull 
Price calculating results of CRMW  
No. CRMW Code 
Spreads on CRMW List 
data
CRMW Issuing 
price
I II 
1 10CBIC CRMW001 1.01 0.87 0.61 - 
2 10CBIC CRMW002 1.00 0.30 0.40 0.21 
3 10BCOM CRMW001 1.54 0.35 0.72 0.53 
4 10CMBC CRMW001 1.42 0.23 0.65 0.46 
5 10CBIC CRMW003 1.88 0.46 0.76 - 
6 10SPD CRMW001 1.59 0.51 0.79 0.57 
7 10CIB CRMW001 1.89 0.30 0.72 0.50 
8 10HSBC CRMW001 1.58 0.30 0.42 - 
9 11CBIC CRMW001 1.38 0.30 0.49 0.29 
Source: China Bond Information Network, Bloomberg Database, Data until end of March 2010. 
Remarks: 1, The risk-free interest rate of CRM prices I is bond; 2, The risk-free interest rate of CRM prices II is the central bank paper;  
Measurement results of CRMW pricing in various terms are shown in Table 3. Roughly speaking, CRM creation 
price ≈ CRM measuring price (central bank note rate as risk-free interest rate) < CRM measuring price (national 
debt rate as risk free interest rate) < object bond transaction interest rate. It is more rational. 
 Measurement result of CRM 
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Fig. 4. CRM pricing estimation results (the underlying bond rating of AAA) 
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Fig. 5. CRM pricing estimation results (the underlying bond rating of AA) 
CRM pricing for further research, then the credit rating of the general average price of CRM is estimated that the 
credit rating of bonds or corporate default rates by Bloomberg (Bloomberg) database, Reuters (Reuters) database 
provides the probability of default. Default rates and other data based on the practicality and availability, this paper 
November 5, 2010 launch date for the start date CRMA, select the AAA, AA or two credit rating, to 6 months, 1, 2, 
3 Average of four years duration is calculated on CRM, the credit rating of CRM are shown in Figure 4, the average 
price calculation results, shown in Figure 5, AAA grade CRM in 6 months, 1 year, 2 years, 3 years period of four 
products Average price was 26.5,43.6,51.3,59.6, AA-level CRM in 6 months, 1 year, 2 years, 3 years average of 
four products that period were 54.6,84.4,98.4,119.3, CRM an average price of different credit Distribution of grades 
with different period is reasonable, and the market makers in the promotion offer of credit debt is closer, more 
effective pricing model. 
5. Policy Recommendations on CRM Pricing Optimization 
Although credit interest rate gap method and binary tree method are simple and easy to use, their pricing 
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accuracy needs to be improved. CRM pricing is faced with urgent problems that need to be solved, such as defective 
CRM fundamental database, limitation of model application, lack of risk-free benchmark interest rate, low quality of 
bond rating, over concentration of CRM market stakeholders in commercial banks, lack of liquidity, and so on. 
5.1. Improve the CRM pricing fundamental database 
A good CRM fundamental database is the basis for its pricing model and application. With the pilot business of 
CRM market expanding piecemeal, on the one hand, we need to improve the function of China’s inter-bank market 
settlement as a shareholder’s company, enhance the technical framework design, audit of historical data, data update 
and information exposure of object bond and CRM database, in order to guarantee the adaptability of mature CDS 
pricing methods and models abroad, like Merton model, simplistic model (Credit Metrics model, Credit Risk+ 
model, Credit Portfolio model), Monte-Carlo model, in China’s market. On the other hand, with perfection of 
fundamental databases, market stakeholders should be able to constantly verify and modify existing pricing methods 
and models, and therefore constantly improve the accuracy of existing pricing models and methods. 
5.2. Explore the risk-free benchmark interest rate for CRM pricing 
Overall, it is now difficult for China to select the risk-free benchmark interest rate for CRM pricing. Although the 
term of national debt yield curve is relatively complete, its circulation is limited, the frequency is low, and 
transaction on secondary market is not very active. Currently central bank notes have relatively large circulation, 
stable frequency of issue and pretty active transaction on secondary market. However the terms of these notes range 
mainly from three months to one year, while midterm to long term notes still lack benchmark pricing, while the 
price effectiveness of SHIBOR interest is questionable due to low circulation. From the perspective of the 
international market, CRM typically chooses the inter-bank offer rate as risk-free benchmark interest rate. Currently 
China’s CRM market can consider, in the beginning, selecting the national debt yield curve and central bank bond 
rate as the risk-free benchmark rate; and then gradually transit to SHIBOR rate as risk-free yield curve, in 
accordance with the activity of SHIBOR rate in the future. Meanwhile, we need to encourage SHIBOR quotation 
particularly quotation in 3-month terms, by increasing quotation entities of inter-bank offer rate, in order to enhance 
the effectiveness of SHIBOR rate. 
5.3. Innovate CRM object bond rating institutions. 
Currently, China’s inter-bank bonds credit bonds such as CP and MTN, are rated by four big credit rating 
agencies including Dagong Global Credit Rating Co., Ltd (Dagong), China Lianhe Credit Rating Co., Ltd (Lianhe), 
China Chenxin International Credit Rating Co., Ltd (CCXI) and Shanghai Brilliance Credit Rating & Investors 
Service Co., Ltd (Brilliance). The status quo of the issue and pricing of credit bonds shows that the degree of 
recognition of current credit rating by the market needs to be improved, as the interest rate inversion on the primary 
and secondary market has substantially increased. Take CP as an example. In 2010 interest rate inversion terms on 
primary and secondary market totaled 38, which was 10.33% of the total terms in that year. Therefore, NAFMII 
needs to fully function as the expert committee of credit rating, and by taking measures like introducing admission 
and elimination mechanism of credit rating agencies, double rating mechanism to enhance the reputation control 
mechanism of credit rating agencies, innovate fee charging mechanisms to enhance independence of credit rating 
agencies, etc, to improve the accuracy of credit rating of CRM object bonds, and therefore establish a sound credit 
basis for CRM pricing. 
5.4. Encourage the diversity of CRM market entities. 
Currently CRM market is dominated by banks and securities. Up until late March 2011, there are 32 CRM 
dealers in China’s inter-bank market, including 28 commercial banks, occupying 75% of the total; 20 CRM core 
dealers, including 21 commercial banks, which accounts for 90% of the total. High homogeneity of market entities 
results in the high homogeneity of the risk preferences of market entities, as well as the imbalance of the supply and 
demand of CRM products, causing CRM pricing to deviate from its intrinsic value. The reason is that because CRM 
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is an innovative financial product, it has not won high degree of recognition from China’s supervisory agencies 
including China Banking Regulatory Commission (CBRC), China Securities Regulatory Commission (CSRC) and 
China Insurance Regulatory Commission (CIRC). For instance, the “Assurance of Conformity and Credit Derivative 
Products” Section of the “Guideline for Measuring the Supervisory Capital for Credit Risk Mitigation of 
Commercial Banks”, issued by CBRC, stipulates that 80% of the risk assets can be mitigated by inter-bank credits. 
Therefore in theory, CRM transactions between commercial banks can act as capital mitigation. However, detailed 
measuring methods and operating procedures about CRM risk asset mitigation need be confirmed by CBRC. 
Furthermore, CSRC regulates that CRM investment is only limited to assets of securities corpus management 
service and target asset management service, as well as asset management service of target clients of investment 
funds, and still undecided about whether to allow securities futures institutions and securities investment funds to 
joining the CRM market. In addition, CIRC still has no regulations or clear attitude to the second largest investment 
company and insurance company joining in the CRM market. Therefore the diversity of CRM market entities still 
needs policy guide by departments in charge. 
6. Summary 
Analyze the status quo of CRM pilot pricing, and find out the factors influencing CRM pricing, including risk-
free benchmark interest rate, risk exposure of object bond, default probability, default loss rate and terms, CRM 
terms, etc. Measure the CRM pricing using Jarrow-Turnbull model, and find it appropriate to use the constant 
national debt yield or central bank note rate as the benchmark rate for CRM, while SHIBOR rate is currently 
inappropriate as risk-free benchmark rate. Research also finds that Jarrow-Turnbull model is suitable for the CRM 
pricing differentiation of different terms and different credit ratings, and close to the transaction pricing of CRM 
issue, therefore suitable for CRM product pricing at current stage. Currently many problems exist in CRM pricing, 
which requires pricing optimization in improving the CRM pricing fundamental database, exploring the risk-free 
benchmark interest rate for CRM pricing, innovating CRM object bond rating institutions, encouraging the diversity 
of CRM market entities. 
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